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Congress moves closer to approving presidential re-election
In a major political victory for President Fernando Henrique Cardoso, on Feb. 25, the Brazilian
Chamber of Deputies gave final lower-house approval to a bill allowing for direct re-election of
the president, state governors, and mayors. The 368-111 vote in favor of amending the Constitution
followed a heated debate, although the margin in favor of re-election was 60 more than the threefifths needed and 32 votes more than the measure received in the preliminary vote earlier this year
(see NotiSur, 09/27/96, 10/25/96, 01/24/97).
The bill is now under consideration by the Senate Constitutional Commission, before it goes to the
full Senate. Senate president Antonio Carlos Magalhaes said he expected the first vote in the Senate
sometime in March and the final vote in April. Since the president enjoys a solid majority in the 81member Senate, the bill is not expected to encounter stiff opposition, and Cardoso now considers
his run for a second term all but guaranteed. Despite administration confidence, however, some
obstacles could arise before final approval.
One group of senators has talked of introducing an amendment to the bill to force governors and
mayors to resign during their re-election campaign. If any change is made to the bill in the Senate,
it would have to go back to the Chamber of Deputies, something the administration is anxious to
avoid. Another potential problem in the Senate could come from the controversial reform to the
pension system. If that bill comes up for debate in the Senate during the next two months, which is
likely, it could sidetrack attention from the re- election measure.

Bond scandal forces closure of financial institutions
In mid-February, Central Bank president Gustavo Loyola shut down 15 banks and brokerage firms
because of "grave irregularities" in operations involving government bonds. More closures are
expected, and the scandal could force various officials, including the governor of Santa Catarina
state, Paulo Afonso, to resign.
The Senate investigating commission (Comissao Parlamentar de Inquerito, CPI) has uncovered a
scheme of tax evasion and suspected money laundering involving the banks and brokerage houses.
The investigation focuses on the illegal issuance of more than US$3 billion in special bonds by state
and municipal governments in 1995 and 1996. Losses could amount to between US$400 million and
US$500 million, according to the Central Bank. The investigation was initiated in mid-1996 by the
Central Bank, and the CPI began looking into the matter last Dec. 3. The CPI discovered the losses
when it examined 12 bond sales that took place during 1995 and 1996 in the states of Santa Catarina,
Alagoas, Pernambuco, and Sao Paulo, as well as the municipality of Sao Paulo. Following the paper
trail, investigators found that banks and brokerages would buy the bonds at a large discount, resell
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them among themselves at a markup, and finally sell them back to the government or to pension
funds of state-owned companies at near face value.
In one deal, the Sao Paulo city government sold US$51.7 million worth of bonds, then bought
them back the same day for US$53.5 million. The Senate plans to call Sao Paulo mayor Celso Pitta
to testify. Pitta was the city's finance secretary when the deal went through. The scheme netted
millions of dollars in kickbacks and commissions, according to investigators. To avoid leaving
evidence of illegally obtained money, those who benefitted from the scheme changed the money
into dollars, frequently in Paraguay. The dealings with dollar traders on the Brazil- Paraguay border
has raised suspicions of money laundering.
The breakthrough in the investigation came in mid- February with the testimony of Ibrahim Borges
Filho, president of the Sao Paulo-based brokerage firm IBF Factoring. Although the company had
only one employee and paid no utility bills, Borges testified that he earned close to US$100 million
last year, on which he paid no taxes. Borges later said his company was a front for a ring of financial
institutions, which the Central Bank then closed. Investigators are now calling for an examination of
Brazil's entire financial system, the Central Bank, and the Senate.
The head of the CPI, Sen. Roberto Requiao, said investigators are also looking into complicity from
Central Bank officers, saying it is impossible that no one at the bank knew what was going on.
Brazilian laws permit state or city governments to issue government bonds to pay indemnizations
or legal judgements resulting from lawsuits. The state and municipal governments are responsible
for much of Brazil's public debt, considered by many economists to be the most serious threat to
economic stability in the country. The recently discovered fraud has significantly increased that
debt.

Unemployment increases
During 1996, unemployment averaged 5.42% of the economically active population (EAP), the
highest level of open unemployment since 1992, when the rate was 5.76% of the EAP, according to
the Instituto Brasileiro de Geografia y Estatisticas (IBGE). In 1995, the unemployment rate stood
at 4.64%. Although the number of jobs also increased last year, the growing number of people
entering the work force outpaced new job openings. According to the Ministry of Labor, Brazil lost
2.06 million jobs in the formal sector between January 1990 and January 1996. The Ministry of Labor
categorizes "formal" jobs as those registered with the Ministry, which qualifies the jobholders for
social security benefits. In addition, although wages of Brazilian workers increased by 8% between
1995 and 1996, the inflation rate in 1996 alone was 9.12%. [Sources: United Press International,
02/25/97; Associated Press, Reuter, 02/26/97, 02/29/97; Spanish news service EFE, 02/28/96; Inter
Press Service, 01/21/97, 02/13/97, 02/21/97; Gazeta Mercantil (Brazil) 02/24/97]
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